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MEDICAL ASSISTANCE 
State: NorthCarolina 

All certified intermediate care facilities- mentally retarded (ICF-MR) participating in the North 
Carolina Medicaid Programare reimbursed on a prospective basisas set forth hereunder, except that state­
operated facilities shall be reimbursed their reasonable and allowable costs in accordance with the 
Medicare principlesof reimbursement and with the applicable provisionsof this plan. This plan is 
developed in accordance with the requirements of 42 CFR 447Subpart C- Payment for Inpatient Hospital 
and Long-Term Care Facility Services. Providers shall comply with all federal regulations and with the 
provisions of this plan. 
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,0302 REPORTINGREQUIREMENTS 

reportsinclude(a> Financial shall thefollowing: 
(1) Budgetreports:Eachprovidershallincludeappropriatebudgetinformationinits 

application for an initial ratefor a new facility: 
(A) The budget shall reflect the projected annual operating results of each of two years 

subsequent to the commencement of operating said facility. 
(B) The budget information used to support the Certificate of Need award shall be 

provided to the Division of Medical Assistance on or before30 days prior to the 
enrollments of said facility by the Medicaid program. 

(C) Budgets are not deemed to be appropriately filed unless they are properly 
prepared, in accordance with rules establishedby the Division of Medical 
Assistance. 

(2) 	 Costreports: Each facilitythatreceivespaymentsfromthe North CarolinaMedicaid 
Program shall prepare and submit aseparateannual cost reportof its costs, a working trail 
balance related to reimbursement, and other financial informationas requested by the 
Division of Medical Assistance. Providers that have an approved combined uniform rate 
in accordance with Section .0304Paragraph (n) of this reimbursement plan shallfile a 
combined cost report thatis supported by the individual facility cost reports. For these 
providers, the combined cost report shall be filed with the Divisionof Medical Assistance 
Audit Section whilethe individual facility cost reports shall be filed with the Divisionof 
Medical Assistance Rate Setting Section. 

The cost report shall cover a12 month period, from July1 to the following June 
30, unless another time frame is specifiedby the Division of Medical Assistance. 
(i) A short year cost report shall be filed for facilities certified in the 

Medicaid program during the year, withthe cost report period 
commencing on the date of certification and ending the followingJune 30. 

(ii) 	 A short year cost report shall be filed for facilitiesterminated from the 
Medicaid program duringthe year, withthe cost report period 
commencing on July I and endingon the date of termination. 

The cost report shall be submitted the state on or before the September30 that 

immediately follows the June30 year end. The Divisionof Medical Assistance 

may grant an extension of time ofup to 30 days for filing the cost report, upon 

showing ofjust cause in writing by the provider. For purposesof this Section, 

“just cause” is an actionthat is uncontrollable by the provider, suchas tornado, 

humcane, strongwind damage, etc. 

For new facilities a cost report shall
be submitted for the period beginning with the 
date of certificationand ending on the following June30. 
The cost report shallbe based on the Chart of Accounts specified by the Division 
of Medical Assistance. The Chart of Accounts includes a description of each 
account tobe used on the cost report. The Chart of Accounts shall be distributed 
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to each providerby the Division of Medical Assistance.This material is available 
for inspection and copiesmay be obtained fromthe Division at 1985 Urnstead 
Drive, Raleigh, North Carolina27603 at acost of twenty cents ($.20) per page. 
All costs shallbe shown on the cost reportsin accordance with rules established 
by the Division of Medical Assistance. Acost report that does not meet the 
requirements of the Division of Medical Assistanceis deemed not tobe filed. 
Currently filed cost reports shall reflect the decisions and judgments expressed 
by the Divisionof Medical Assistance auditors on previouscost reports. 
All related organizations shallfile a Medicaid cost statement identifying their 
costs, adjustments to costs, and allocationsof costs along with the ICF-MR 
facility's cost report. A home office,or parent company, shallbe recognized as a 
related organization. Auditable records to support these costsshall be made 
available to the Divisionof Medical Assistance andits designated contract 
auditors. Undocumented costs shallbe disallowed for Medicaid reimbursement. 
Cost reportsshall clearly identify related party transactions.Failure to do so may 
result in the related cost being disallowedfor Medicaid reimbursement purposes. 
A combined cost report may onlybe filed for facilities that use the same cost 
settlement methodology and have a uniform rate,as approved by the Division of 
Medical Assistance. 

(b) Additional information reporting requirements for facilities shall include ,but not be limited to, the 
following: 

( I )  	 Each facility providing day treatment services shall be required to submit, in conjunction 
with the cost report, aseparatereport itemizing the actualexpense attributable to the 
provision of day treatment services and the actual number of client days associated with 
said expense. 

(2) 	 Each provider operating a facility, upon the request of the Division of Medical Assistance, 
shall submit statisticaldata and other information relevant to the administration and 
operation of said facility. Such reports shallbe submitted within the time frames 
authorized in the request. 

(3) Each provider that issues an annual report to its shareholders shall file a copy of said 
report with the Division of Medical Assistance. Said report shallbe filed within30 days 
of its issuanceto the shareholders. 

(4) Each provider that has a compensatory stock option plan shall file a copy of said plan with 
the Division of Medical Assistance, within30 days of its implementation. 

( 5 )  A provider shall file an information report with the Division of Medical Assistance within 
30 days of receiving notification from eitherthe North Carolina Department of Revenue or 
the Internal RevenueServicethat items, previously reported and allowed ona cost report, 
have been disallowed onthe provider's associated tax return. 
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(c) Requirements for certification of financialreports. 

(1) 	 Each provider that operates a facility shall complete the required financial reports in 
accordance with the following rules and the order of priority stated: 
(A) Cost shall be represented in accordance with the specific provisions as set forth in 

this Plan. 
(B) 	 Costsshall be reported in conformancewiththeMedicareProvider 

Reimbursement Manual,HCFA-15, which is hereby incorporatedby reference 
including subsequent amendments and editions. Said manualis commonly 
referred to as the HCFA-15 manual and is available for inspection at the Division 
of Medical Assistance, 1985 Umstead Drive, Raleigh, NC 27603. Copies may be 
obtained from the Superintendent of Documents,U.S. Government Printing 
Office, Washington,DC 20402-9325 at a costof three hundred fifty seven dollars 
($357.00). Tel: (202) 783-3238. 

(C) Costsshall be reportedinconformancewithgenerallyacceptedaccounting 
principles. 

(D) Governmental institutions have the option of using the accrual or cash method of 
-. accounting. 

(2) 	 Cost reports prepared for facilities shall be certified for their compliance with 
Subparagraph (c)(1) of this Sectionby the provider’s executivedirector or designated 
officer. 

(3) 	 Budget reports prepared for facilities shall be certified for their fair representation of 
anticipated disbursements and receipts related the Medicaid ICF-MR programby the 
provider’s executive directoror designated officer. 

(d) Requirements for the revision of financial reports shall include the following: 
In the event the Division of Medical Assistance determines a cost reportdoes not meet the 
requirement of the Division of Medical Assistance during a detailed review,the provider 
shall have 30days from thedate of said notification to submit a revised cost reportor 
additional data. Such revised data or report shallbe certified by the provider’sexecutive 
director or designated officer. 
In the event that the provider discovers that a report submittedto the Division of Medical 
Assistance is incomplete, inaccurate, or incorrect, the providershall immediately 
notify the Divisionof Medical Assistancethat sucherrors  exist. The providershall 
have 30days from thedate of said notification to submit a revised reportor additional 
data. Such data or report shall meetthe certification requirementsof the report being 
corrected. 
Failure to file the corrected reports on a timely basis in accordance toeither Subparagraph 
(d)(I )  or (2) of this Section shall resultin the related report being considered not filed and 
subject to the provisions under thisState Plan related to the failure to file said reports. 
However, the Division of Medical Assistance may grant an extension of time of 30 to 
days tofile said corrected reports, uponthe showing of just cause by the providerin 
writing. 
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.0303 REQUIREMENTSFORFINANCIAL RECORDS 
Each provider shall maintain facility-specific financial records which reflect all expenditures incurred and 
revenues earned related toits ICF-MR services in the MedicaidProgram. In addition, the financial records 
shall properly and clearly reflectall other sources of funds available tothe facility's Medicaid 
ICF-MR program. 

(1) 	 Such financial records shall provide clear and precise justificationand support for entries 
included in the cost report, and included in related budgets. 

(2) 	 The financial records shall include at a minimum separateaccounts for each type of 
expense, revenue, and other funding resources includedtheinannual cost report. 
(A) All items on the cost report shall be supported by clear and precise financial 

records. Cost reports that fail this requirementare deemed tobe improperly filed 
and subject to the provisions under thisplan related tothe failure to file said 
reports. 

(3) 	 EffectiveJuly1,1993,propertyownershipanduse,housekeeping,andoperationand 
maintenance of plant costs related to day treatment services shouldbe separately 
accounted for on the provider'sbooks and records. Said costs shouldbe reported 
separately as direct care costs on the 1994 cost report,consistentwith guidelines 
established by the Division of Medical Assistance. 
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RATE SETTING METHODSFOR n o n - s t a t e  FACILITIES 
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.0304 SETTINGRATE METHOD FOR n o n - s t a t e  FACILITIES 
(a) A prospective rate shall be determined annually for eachnon-statefacility to be effective for dates 

of service for a12 month rate period beginning each July1. The prospective rate shallbe paid to the 
provider for every Medicaid eligible day during the applicable year. The prospective rate maybe 
determined after theeffectivedate and paid retroactively to that date.The prospective rate is based on 
the 1993 base year. This plan doesnot authorize rebasing The prospective rate maybe changed due to 
a rate appeal under Section.0308 of this State Plan or facility reclassificationunder Paragraph (b) of this 
Section. Each non-state facility, except those facilities where Paragraph(V)below applies, shallbe 
classified into one of the following groups: 

(1) Group 1- Facilitieswith 32 beds or less. 
(2) Group2-Facilitieswithmorethan 32 beds. 
(3) 	 Group 3- Facilities withmedicallyfragileclients.Forratereimbursementpurposesunder 

this Section medically fragile clients are definedas any individual with complex medical 
problems whohave chronic debilitating diseases or conditionsof one or more physiological 
or organ systems which generally make them dependent upon 24-hour a day 
medical/nursing/healthsupervision or intervention. 

(4) Facilities in group 1 or 2 in Subparagraph (a)(l)or (2) of this Section shall be further 
classified in accordanceto the level of disability of the facility’s clients,as measured 
by the Developmental Disabilities Profile (DDP) assessment instrument.A summary 
of the levelsof disability is shown in the following chart: 

FACILITY DDPSCORE 

200.00 1 300.00 
125.00 2 199.99 

3 100.00 124.99 
75 4 .OO 99.99 

5 50.00 74.99 

(b) Facilities shall be reclassified into appropriate groupsas defined in Paragraph (a) of this Section. 
(1) When a facility is reclassified, the rate shall be adjusted retroactively back to the 

date of the event that caused the reclassification.This adjustment shall give full 
consideration to any reclassificationbased on the change infacts or circumstances 
during the year. Overpayments related to this retroactive rate adjustments be 
repaid to the Medicaid program. Underpayments related to this retroactive rate 
adjustment shall be paid tothe provider. 
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(2) 	 The provider shall be given the opportunity to appeal the merits of the 
reclassification of any facility, prior toany decision bythe Division of Medical 
Assistance. 

(3) The provider shall be notified in writing 30 days before the implementation ofnew 
rates resulting fromthe reclassificationof anyfacility. 

(4) The providers and the Division of Medical Assistance shall make every reasonable 
effort to ensure that each facilityis properly classifiedfor rate setting purposes. 

( 5 )  A provider shall file any request for facility reclassificationinwriting withthe 
Division of Medical Assistance no later than60days subsequent tothe proposed 
reclassification effective date. 

(6) For facilitiescertified prior to July 1,1993, the facility DDP score calculated for 
fiscal year 1993 shall be used to establish proper classification at July1, 1995. 

(7) For facilities certified after June 30, 1993, the most recent facility DDP score shall 
be used to establish proper classification. 

(8) A facility reclassification review shall use the most current facility DDP score. 
(9) A facility’s DDP score shall be subject to independent validation by the Division 

. of MedicalAssistance. 
(10)- A new facility that has not had a DDP survey conducted on its clients shall be 

categorized as a level2 facility for rate setting purpose, pending completionof the 
DDP survey. Upon completion ofthe DDP survey, the facility shallbe subject to 
reclassification and rates shall be adjusted retroactively back to thedate of 
certification. Overpayments related to this retroactive adjustment shall bepaid to 
the Medicaid program. Underpayments related to this retroactive rate adjustment 
shall be paid tothe provider. 

( c )  	 Facilityratesunder this SectionshallbeestablishedatJuly 1,1995, under the following: 
(1) For facilitiescertified prior to July 1,1993, rates shall be derived from the 1993 

cost reports. 
(2) For facilitiescertified during fiscal year 1993-1994, the fiscal year 1994 facility 

specific cost report shall used to derive rates. 
(3) For facilities certified during fiscal year 1994-1995, the fiscalyear 1995 facility 

specific cost report shallbe used to derive rates. 
(A) Rates for these facilities shall not be adjusted, exceptfor the impact of 

inflation under Paragraph(k) of this Section, until the fiscal year1995 
cost report has been properly reviewed. Ratesfor these facilitiesshall be 
adjusted retroactively back to July1, 1995, once the fiscal year 1995 
facility specific cost reporthas been properly reviewed. Overpayments 
related to this retroactiverate adjustment shallbe repaid to the Medicaid 
program. Underpayments related to this retroactive rate adjustment shall 
be paid to the provider. 
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(4) 	 Facilities with rates established during a rate appeal proceeding with the Division of 
Medical Assistanceduring fiscal years 1994or 1995 shall not have their rates established 
in accordance with Subparagraph (c)(l), (c)(2), or (c)(3) of this Section. 
(A) The rates for these facilities shall remain atthe level approved in the rate appeal 

proceeding adjusted onlyfor inflation, as reflected in Paragraph(k) of this 
Sec tion. 

(d) For facilities certified afterJune 30, 1993, rates developed from filed cost reports for fiscal years 
subsequent to 1993 maybe retroactively adjustedif there is found toexist more than a two percent 
difference between the filed per diem cost and either the desk or field audited per diem cost for the 
same reporting period. Rates developed from desk audited cost reportsmay be retroactively adjustedif 
there is found to exist more than a two percent difference between the desk audited per diem cost and the 
field audited per diem costfor the same reporting period. Therate adjustment may be made after written 
notification to the provider 30days prior to implementation ofthe rate adjustment. 
(e) Each prospective rate developed in accordance with Subparagraph (c)( l), (c)(2), or of this 

Section consistsof the sum oftwo components as follows: 
(1)Indirectcare rate 
(2)Direct care rate. 

(0 A uniform industry wide indirectcare rate shall be established for each facility category shown 
under Subparagraph (a)(l), (a)(2), or (a)(3) of this Section. 

The indirect ratefor group 1 facilitiesis established atthe fiftieth percentileof the 
following costs incurredby all facilities with six bedsor less in the group1category, 
except those relatedby common ownershipor control to more than40said facilities: 
(A) The sum of the cost of property ownership and use (POU), administrative and 

general (A + G), and operation and maintenance of plant(OW)  as determined by 
the 1993 base year cost reports. 

The indirect ratefor group 2 facilities isestablished at the fiftieth percentileof the costs 
noted in Part 1)(A) of this Section incurred by the group 2 facilities,as determined by 
the 1993base yearcost reports. 
The indirect ratefor group 3 facilitiesis established atthe fiftieth percentileof the costs 
noted in Part 1)(A) of this Section incurred by the group 3 facilities, asdetermined by 
the 1993base year cost reports. 
The Group 1facilities related by common ownershipor control to more than 40said 
facilities shall receive the sameindirect rate asother Group1facilities. 
The indirect rates established under Subparagraphsl), (f)(2), and (f)(3) of this Section 
shall be reducedas determined based on industry cost analysis by an amount to exceed 
four percent to accountfor expected operating efficiencies. 
The category specific indirectrateisestablished by determining thesum of thePOU, 
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A + G, and OM�’costs for each facility, dividing this sum by facility bed days to ­
establish aper day indirect cost for all facilities in thiscategory, arranging the per 
day indirect cost of all facilities inthe category in ascending order, andsetting the 
indirect rate forall related facilities at the indirect perdiem cost falling at thefiftieth 
percentile. 
(A) Each facility’s percentile is calculated by dividing cumulative bed days, of the 

current facility and all facilities preceding the currentfacility inthe ranking 
of all facilities, by totalbed days of the industry. Therefore, the perdiem cost 
at the fiftieth percentile representsthat thecost of service of fifty percent of 
the bed days is rendered at  or below thiscost level. 

(g) The facility’s direct carerate shall be the lower of actual directcare per diem cost (actual cost 
divided by total bed days) or the perdiem limit, as calculated inparagraph (g)(7). 

Direct care costs for facilities certified priorto July 1,1993, shallbe based on direct 
care costs reflected in the 1993 cost reports. 
The directcare costs for all facilitiescertified on or after July 1,1993, are based on 
the first facility specificcost report filed after certification. 
Based on said cost report., the direct carecost is equal to the sumof all allowable 
costs-reflected in the ICF-MR cost report cost centers, as included in the ICF-MR 
format effectiveJuly 1,1993, except for the following indirect cost centers: 
(A)Propertyownershipand use 
(B) Operationalandmaintenanceofplantandhousekeeping -nodabor 

and(C) Administrativegeneral 

The fiftieth percentile cost limit be reduced by one percent each year,
for the four 
year period beginning July1, 1996,in order to accountfor expected operating efficiencies, 
as determined based on industry cost analysis. 
The fiftieth percentile cost limit shallbe increased each yearby price level changes 
calculated in accordance with Paragraph(k) of this Section. 
A direct care limitis established for each facility classification as established under 
Paragraph (a)of this section. A facility’s classification is based on its size or 
medically fragile clients, per Subparagraphs (a)(l),(a)(2), and (a)(3), and based on 
the level of disability of the facility’s clients, per Subparagraph(a)(4). 
The facility-specific classifcation, asdetermined under Paragraph (a)of this section, 
direct carecost limit is established by determining the sum of the directcosts for each 
facility, dividing the sumby facility bed days to establish aper day direct carecost of 
all facilities inthe classificationarranging the perday direct carecost of all facilities 
in the classification in ascending order, and setting thedirect care cost limit for all 
related facilities at the direct care perdiem cost falling at the fiftieth percentile. 
(A) Each facility’s percentile is calculated by dividing cumulativebed days, of the 

current facility and all facilities preceding the currentfacility inthe rankingof 
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all facilities, by total bed days for the industry. Therefore, theper diem cost 
at thefiftieth percentile represents that the cost of serviceof fifty percent of 
the bed daysis rendered at or below this cost level. 

(h) The indirect rate shall not be subject to cost settlement. 
(1) Costs above the indirect rates shall not be paid to the provider. 
(2) Costs savings below the indirect rate shall not be recouped from the provider. 

(i) The direct care rate shall be subject to cost settlement,based on the cost report, subject toaudit, 
filed with the Division of Medical Assistance. 

(1) Cost above the direct rate shall not be paid to the provider. 
(2) Cost savings below the direct rate shall be recouped from the provider. 

(i) Facilities with rates established during a rate appeal proceeding with he Divisionof Medical 
Assistance during fiscal years 1994or 1995 may choose to cost settle underthe provisions of Paragraphs 
(h) and (i) of this Section, or underthe following procedure: 

(1) If, during a cost reporting period, total allowable costs are less than total prospective 
payments, then a provider may retain one-half of said difference, up to an amount offive 
dollars ($5.00) per patientday. The balanceof unexpended payments shall be refunded to 
the Divisionof Medical Assistance. Costs in excess of a facility’s total prospective 
payment rateare not reimbursable. 

(2) The facilities subject to the Paragraph shall make the election on cost settlement 
methodology onor before the filingof the annual cost report with the Division of Medical 
Assistance, 

(3) An election to follow the cost settlement procedures of Paragraphs (h) and (i) of this 
Section shall be irrevocable. 

(4) Rates established for these facilities during future rate appeal proceedings shallbe subject 
to the cost settlement procedures of Paragraphs(h) and (i) of this Section. 

(k) To compute each facility’s current prospectiverate, the direct and indirect rates establishedby 
Paragraphs ( f )  and (g) of this Section shall be adjusted for price level changessince the base year. No 
inflation factorfor any provider shall exceed the maximum amount permittedfor that providerby federal or 
state law and regulations. 

(1) 	 Price level adjustment factors are computed using aggregate costs in the following 
manners: 
(A)Costsshall be separatedintothreegroups: 

(i) Labor, 
(ii) non-labor 

Fixed. 
(B) 	 The relative weight of each cost group is calculated to the second decimal point by 

dividing the totalcosts of each group (labor,nonlabor and fixed by the total cost 
of the threecategories. 

(C) Price level adjustment factors for each cost group shall be established as follows: 
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